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INTRODUCTION
Eliana Lauretta presented a paper entitled “Finance and Growth: Understanding the Switch from “Virtuous” to “Bad” Cycles in the Finance-Growth Relationship” in the WEHIA 2013 international workshop this year organized in Reykjavik by WEHIA-COST PhD School and the Reykjavik University, Iceland. The aim of the conference was to explore various aspects of the economy as a complex system made up of multiple heterogeneous interacting agents, which combine to increase systemic risk and share knowledge on ways to mitigate this structural risk and to derive policy proposals.
Studies of the 2007 credit crisis and the resulting recession have revealed the inadequacy of the predominant theoretical frameworks and also their failure to propose adequate policy solutions. The presence in the economy of “bank money” and a financial system (not only constituted by banks) characterized by financial innovation and speculation changes fundementally the nature of the credit creation. A new perspective on the financial role in defining the growth path needs to be developed by filling the gaps in New Growth Theory (NGT) (Aghion and Howitt, 1998) and Evolutionary Theory (ET) (Nelson and Winter,1982) - the two “Schumpeter’s Sons”-  and in some way combining them. An Agent Based Model (ABM) (LeBaron and Tesfatsion, 2008) that has political economic dynamics in which the complex macroeconomic system is led by financial system is a tool for explaing this new perspective. Hence, we are building an ABM model that describes an economy, in which there are interactions between the following economic agents: Commercial Banks, Firms, Households, Investment Banks, a Central Bank and a Government. The focus starts from the Commerical Banking and Investment Banking roles which are representative of the financial system. The economy’s financial instability depends on the financial structure. This research agenda entails a first step, where the goal is to demonstrate the “bad” cycle mechanism and to show the existence of the “wealth trap”. A second step demonstrates the passage from “virtuous” to “bad” cycle. Finally, the fundamental goal of this research is to make some policy experiments to build policy proposals for the restoration of the “virtuous cycle” and to prevent the “virtuous cycle” from becoming a bad one again.

OUTLINE
Schumpeter (1934) argues that the financial system is of crucial importance to an economy and there is endogenous creation of money through the credit mechanism. Minsky (1982) defines the role of lenders as “endogenously destabilizing”. Indeed, the studies conducted previously show the presence of a link between growth and finance, but are unable to capture the financial causes of the economic disequilibrium. This unresolved question becomes a central problem when financial instability is manifested. The underpinning questions are: How do the economic and the financial systems interact to affect economic growth? And, is there a profound difference between sociological and technological definitions of the financial system? The technological development seems not to have been combined with highly-civilized behavior. Instead, the economy is characterized by “greedy” institutions particularly brats. The financial sector seems to have the power through financial innovation, to spread “self-seeking” behavior through economic system, distorting the original functions for which financial institutions were established​[1]​. Abuse of financial power might be viewed as monopoly power and policing influence. If the increasing political power of the financial markets (an externality of the evolution of the financial system) is not correctly managed, the relationship will run with an opposite direction to the virtuous cycle, activating a wealth destroying cycle. The “wealth trap” ​[2]​ is the consequence of the presence of a “greedy” financial system within the economic system. If the technologically advanced financial system pursues its speculative interests, it captures the wealth created and incorrectly allocates capital. Thus, historically there seems to be a two cyclical path. When the economy follows a “virtuous cycle”, the presence of highly-technology financial institutions operates beneficially with a high level of saving put to productive use in the economic system, and spurs a highly productive investment levels and funding for innovating projects. A high-growth level results. The alternative path is a “bad cycle”, in which the poor financial state (abuse of the financial power endowed by financial innovation and an increasing wealth trap) leads to a lower growth path. As a result, the growth-finance relationship is inverted​[3]​. The conflict between public interest and private interest seems likely to be reason of switching between good and bad cycles.

CONCLUSIONS
The model is thus Agent-Based and complying to the balance sheet approach that has political economy dynamics with non-linearity. At this stage, we are implementing the first experiments with securitization and financial innovation within the ICEACE model (E. J. Erlingsson et al., 2013)​[4]​  to test if there is evidence of an underlying dynamics based on the assumptions of the model. The model will show how the “wealth trap” originates and what kind of policies can contain it.
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^1	  To release the “animal spirits” idea argued of Keynes (Keynes, 1936) through financing entrepreneurs.
^2	  The “wealth trap” differs from the short term Keynesian “liquid trap”. The latter is a consequence of the “wealth trap”.
^3	  The technological revolution started in the 70s/80s of last century may have spurred the switch from a “virtuous” to “bad” cycle. 
^4	  ICEACE is open source: http://iceace.github.io/home/
